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APPENDIX B TO PART 190—SPECIAL
BANKRUPTCY DISTRIBUTIONS

FRAMEWORK 1—SPECIAL DISTRIBUTION OF CUS-
TOMER FUNDS WHEN FCM PARTICIPATED IN
CROSS-MARGINING

The Commission has established the fol-
lowing distributional convention with re-
spect to customer funds held by a futures
commission merchant (FCM) that partici-
pated in a cross-margining (XM) program
which shall apply if participating market
professionals sign an agreement that makes
reference to this distributional rule and the
form of such agreement has been approved
by the Commission by rule, regulation or
order:

All customer funds held in respect of XM
accounts, regardless of the product that cus-
tomers holding such accounts are trading,
are required by Commission order to be seg-
regated separately from all other customer
segregated funds. For purposes of this dis-
tributional rule, XM accounts will be deemed
to be commodity interest accounts and secu-
rities held in XM accounts will be deemed to
be received by the FCM to margin, guarantee
or secure commodity interest contracts. The
maintenance of property in an XM account
will result in subordination of the claim for
such property to certain non-XM customer
claims and thereby will operate to cause
such XM claim not to be treated as a cus-
tomer claim for purposes of the Securities
Investors Protection Act and the XM securi-
ties to be excluded from the securities es-
tate. This creates subclasses of customer ac-
counts, an XM account and a non-XM ac-
count (a person could hold each type of ac-
count), and results in two pools of customer
segregated funds: An XM pool and a non-XM
pool. In the event that there is a shortfall in
the non-XM pool of customer class seg-
regated funds and there is no shortfall in the
XM pool of customer segregated funds, all
customer net equity claims, whether or not
they arise out of the XM subclass of ac-
counts, will be combined and will be paid pro
rata out of the total pool of available XM
and non-XM customer funds. In the event
that there is a shortfall in the XM pool of
customer segregated funds and there is no
shortfall in the non-XM pool of customer
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segregated funds, then customer net equity
claims arising from the XM subclass of ac-
counts shall be satisfied first from the XM
pool of customer segregated funds, and cus-
tomer net equity claims arising from the
non-XM subclass of accounts shall be satis-
fied first from the non-XM customer seg-
regated funds. Furthermore, in the event
that there is a shortfall in both the non-XM
and XM pools of customer segregated funds:
(1) If the non-XM shortfall as a percentage of
the segregation requirement in the non-XM
pool is greater than or equal to the XM
shortfall as a percentage of the segregation
requirement in the XM pool, all customer
net equity claims will be paid pro rata; and
(2) if the XM shortfall as a percentage of the
segregation requirement in the XM pool is
greater than the non-XM shortfall as a per-
centage of the segregation requirement of
the non-XM pool, non-XM customer net eq-
uity claims will be paid pro rata out of the
available non-XM segregated funds, and XM
customer net equity claims will be paid pro
rata out of the available XM segregated
funds. In this way, non-XM customers will
never be adversely affected by an XM short-
fall.

The following examples illustrate the oper-
ation of this convention. The examples as-
sume that the FCM has two customers, one
with exclusively XM accounts and one with
exclusively non-XM accounts. However, the
examples would apply equally if there were
only one customer, with both an XM account
and a non-XM account.

1. Sufficient Funds to Meet Non-XM and
XM Customer Claims:

Non-XM XM Total

Funds in segregation 150 150 300
Segregation require-

ment ..... 150 150 300

Shortfall (dollars) . 0 0 coveeen

Shortfall (percent) ...... 0 (01N TR

Distribution ................. 150 150 300

There are adequate funds available and both
the non-XM and the XM customer claims
will be paid in full.

2. Shortfall in Non-XM Only:

Non-XM XM Total
Funds in segregation 100 150 250
Segregation require-
ment 150 150 300
Shortfall (dollars) ....... 50 (010 R
Shortfall (percent) ...... 50/150=33.3 (01N U
Pro rata (percent) ...... 150/300=50 | 150/300=50
Pro rata (dollars) . 125 125
Distribution ................. 125 125

Due to the non-XM account, there are insuf-
ficient funds available to meet both the non-
XM and the XM customer claims in full.
Each customer will receive his pro rata share
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of the funds available, or 50% of the $250
available, or $125.
3. Shortfall in XM Only:

Non-XM XM Total
Funds in segregation 150 100 250
Segregation require-
ment 150 150
Shortfall (dollars) . 0 50
Shortfall (percent) ...... 0 | 50/150=33.3
Pro rata (percent) ...... 150/300=50 | 150/300=50
Pro rata (dollars) . 125 125
Distribution ................. 150 100

Due to the XM account, there are insuffi-
cient funds available to meet both the non-
XM and the XM customer claims in full. Ac-
cordingly, the XM funds and non-XM funds
are treated as separate pools, and the non-
XM customer will be paid in full, receiving
$150 while the XM customer will receive the
remaining $100.

4. Shortfall in Both, With XM Shortfall Ex-
ceeding Non-XM Shortfall:

Non-XM XM Total
Funds in segregation 125 100 225
Segregation require-
150 150 300
25 50 | e
. 25/150=16.7 | 50/150=33.3
Pro rata (percent) ...... 150/300=50 | 150/300=50
Pro rata (dollars) 112.50 112.50
Distribution ................. 125 100

There are insufficient funds available to
meet both the non-XM and the XM customer
claims in full, and the XM shortfall exceeds
the non-XM shortfall. The non-XM customer
will receive the $125 available with respect to
non-XM claims while the XM customer will
receive the $100 available with respect to XM
claims.

5. Shortfall in Both, With Non-XM Short-
fall Exceeding XM Shortfall:

Non-XM XM Total
Funds in segregation 100 125 225
Segregation require-
ment .....cooieiine 150 150 300
Shortfall (dollars) . 50 25 | e
Shortfall (percent) ...... | 50/150=33.3 | 25/150=16.7
Pro rata (percent) ...... 150/300=50 | 150/300=50
Pro rata (dollars) 112.50 11250 | ...
Distribution ................. 112.50 112.50 225

There are insufficient funds available to
meet both the non-XM and the XM customer
claims in full, and the non-XM shortfall ex-
ceeds the XM shortfall. Each customer will
receive 50% of the $225 available, or $112.50.

6. Shortfall in Both, Non-XM Shortfall =
XM Shortfall:

Non-XM XM Total

Funds in segregation 100 100 200
Segregation require-

ment ......ccoovvenennen. 150 150 300
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Non-XM XM Total
Shortfall (dollars) ....... 50 50 | oo
Shortfall (percent) ...... 50/150=33.3 | 50/150=33.3 | ..........
Pro rata (percent) ...... 150/300=50 | 150/300=50
Pro rata (dollars) ....... 100 100 | ...
Distribution ................. 100 100 200

There are insufficient funds available to
meet both the non-XM and the XM customer
claims in full, and the non-XM shortfall
equals the XM shortfall. Each customer will
receive 50% of the $200 available, or $100.
These examples illustrate the principle
that pro rata distribution across both ac-
counts is the preferable approach except
when a shortfall in the XM account could
harm non-XM customers. Thus, pro rata dis-
tribution occurs in Examples 1, 2, 5 and 6.
Separate treatment of the XM and non-XM
accounts occurs in Examples 3 and 4.

FRAMEWORK 2—SPECIAL ALLOCATION OF
SHORTFALL TO CUSTOMER CLAIMS WHEN
CUSTOMER FUNDS ARE HELD IN A DEPOSI-
TORY OUTSIDE OF THE UNITED STATES OR IN
A FOREIGN CURRENCY

The Commission has established the fol-
lowing allocation convention with respect to
customer funds segregated pursuant to the
Act and Commission rules thereunder held
by a futures commission merchant (“FCM”)
or derivatives clearing organization (“DCO”)
in a depository outside the United States
(“U.8.”) or in a foreign currency. The mainte-
nance of customer funds in a depository out-
side the U.S. or denominated in a foreign
currency will result, in certain cir-
cumstances, in the reduction of customer
claims for such funds. For purposes of this
proposed bankruptcy convention, sovereign
action of a foreign government or court
would include, but not be limited to, the ap-
plication or enforcement of statutes, rules,
regulations, interpretations, advisories, deci-
sions, or orders, formal or informal, by a fed-
eral, state, or provincial executive, legisla-
ture, judiciary, or government agency. If an
FCM enters into bankruptcy and maintains
customer funds in a depository located in the
U.S. in a currency other than U.S. dollars or
in a depository outside the U.S., the fol-
lowing allocation procedures shall be used to
calculate the claim of each customer.

I. REDUCTION IN CLAIMS FOR GENERAL
SHORTFALL

A. Determination of losses not attributable to
sovereign action

1. Convert each customer’s claim in each
currency to U.S. Dollars at the exchange
rate in effect on the Final Net Equity Deter-
mination Date, as defined in §190.01(s) (the
“Exchange Rate”).
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2. Determine the amount of assets avail-
able for distribution to customers. In mak-
ing this calculation, include customer funds
that would be available for distribution but
for the sovereign action.

Shortfall Percentage = 1—|:

B. Allocation of Losses Not Attributable to
Sovereign Action

1. Reduce each customer’s claim by the
Shortfall Percentage.

II. REDUCTION IN CLAIMS FOR SOVEREIGN LOSS

A. Determination of Losses Attributable to
Sovereign Action (“Sovereign Loss”)

1. If any portion of a customer’s claim is
required to be kept in U.S. dollars in the
U.S., that portion of the customer’s claim is
not exposed to Sovereign Loss.

2. If any portion of a customer’s claim is
authorized to be kept in only one location
and that location is:

a. The U.S. or a location in which there is
no Sovereign Loss, then that portion of the
customer’s claim is not exposed to Sovereign
Loss.

b. A location in which there is Sovereign
Loss, then that entire portion of the cus-
tomer’s claim is exposed to Sovereign Loss.

3. If any portion of a customer’s claim is
authorized to be kept in only one currency
and that currency is:

a. U.S. dollars or a currency in which there
is no Sovereign Loss, then that portion of
the customer’s claim is not exposed to Sov-
ereign Loss.

b. A currency in which there is Sovereign
Loss, then that entire portion of the cus-
tomer’s claim is exposed to Sovereign L.oss.

4. If any portion of a customer’s claim is
authorized to be kept in more than one loca-
tion and:

a. There is no Sovereign Loss in any of
those locations, then that portion of the cus-
tomer’s claim is not exposed to Sovereign
Loss.

b. There is Sovereign Loss in one of those
locations, then that entire portion of the
customer’s claim is exposed to Sovereign
Loss.
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3. Convert the amount of assets available
for distribution to U.S. Dollars at the Ex-
change Rate.

4. Determine the Shortfall Percentage that
is not attributable to sovereign action, as
follows:

Total Customer Assets :|

Total Customer Claims

c. There is Sovereign Loss in more than
one of those locations, then an equal share of
that portion of the customer’s claim will be
exposed to Sovereign Loss in each such loca-
tion.

5. If any portion of a customer’s claim is
authorized to be kept in more than one cur-
rency and:

a. There is no Sovereign Loss in any of
those currencies, then that portion of the
customer’s claim is not exposed to Sovereign
Loss.

b. There is Sovereign Loss in one of those
currencies, then that entire portion of the
customer’s claim is exposed to Sovereign
Loss.

c. There is Sovereign Loss in more than
one of those currencies, then an equal share
of that portion of the customer’s claim will
be exposed to Sovereign Loss.

B. Calculation of Sovereign Loss

1. The total Sovereign Loss for each loca-
tion is the difference between:

a. The total customer funds deposited in
depositories in that location and

b. The amount of funds in that location
that are available to be distributed to cus-
tomers, after taking into account any sov-
ereign action.

2. The total Sovereign Loss for each cur-
rency is the difference between:

a. The value, in U.S. dollars, of the funds
held in that currency on the day before the
sovereign action took place and

b. The value, in U.S. dollars, of the funds
held in that currency on the Final Net Eq-
uity Determination Date.

C. Allocation of Sovereign Loss

1. Each portion of a customer’s claim ex-
posed to Sovereign Loss in a location will be
reduced by:

Portion of the customer' s claim exposed to loss in that location

Total Sovereign Loss X

All portions of customer claims exposed to loss in that location
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2. Each portion of a customer’s claim ex-
posed to Sovereign Loss in a currency will be
reduced by:

17 CFR Ch. | (4-1-11 Edition)

Portion of the customer' s claim exposed to loss in that currency

Total Sovereign Loss x

All portions of customer claims exposed to loss in that currency

3. A portion of a customer’s claim exposed
to Sovereign Loss in a location or currency
will not be reduced below zero. (The above
calculations might yield a result below zero
where the FCM kept more customer funds in
a location or currency than it was author-
ized to keep.)

4. Any amount of Sovereign Loss from a lo-
cation or currency in excess of the total

amount of funds authorized to be kept in
that location or currency (calculated in ac-
cord with Section II.1 above) (“Total Excess
Sovereign Loss”) will be divided among all
customers who have authorized funds to be
kept outside the U.S., or in currencies other
than U.S. dollars, with each such customer
claim reduced by the following amount:

(This customer' s total claim — The portion of this Customer's claim]

required to be kept in U.S. dollars, in the U.S.

Total Excess Sovereign Loss X

Total customer claims — Total of all customer claims
required to be kept in U.S. dollars, in the U.S.

The following examples illustrate the operation of this convention.

Example 1. No shortfall in any location.

Customer Claim Location(s) customer has consented to having funds held

A .. $50 | U.S.

B .. €50 | UK.

C.. €50 | Germany

D.. £300 | UK.

Location Actual asset balance

UL S, $50

UK. £300

UK. .. . €50

GEIMANY ...t €50

Note: Conversion Rates: 1 = $1; £1=$1.5.

Convert each customer’s claim in each currency to U.S. Dollars:

: . Claim in U.S.
Customer Claim Conversion rate dollars
A bttt $50 1.0 $50
B .. €50 1.0 50
C .. €50 1.0 50
D .. £300 1.5 450
TOMAI et ens | eetessese et e e ntene | teeeenense st et 600.00

Determine assets available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A(:}S:Itgh:oryf’l" Amount actu-
rate dollars action percent- . A ally available
age ereign action
u.s. $50 1.0 $50 $50
UK. £300 15 450 450
UK. . €50 1.0 50 50
Germany €50 1.0 50 50
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Shortfall due
: : ’ Actual shortfall
: Conversion Assets in U.S. to sovereign Amount actu-
Location Assets rate dollars action percent- due to S?.V' ally available
age ereign action
Total v | e | e 600.00 | ..ooovevriiine 0 600.00

There are no shortfalls in funds held in any location. Accordingly, there will be no reduc-
tion of customer claims.

CLAIMS:

Claim in U.S.
dollars after allo-

Allocation of

Claim after all re-

Customer shortfall due to ;
cated non-sov- ; : ductions
ereign shortfall sovereign action
A $50 $0 $50
B bbbttt 50 0 50
e 50 0 50
D e 450 0 450
TOtAl oo 600.00 0.00 600.00

Example 2. Shortfall in funds held in the U.S.

Customer Claim Location(s) customer has consented to having funds held
AL $100 | U.S.
B .. €50 | UK.
G e €100 | U.K.,, Germany, or Japan
Location Actual asset balance
UL, e $50
UK et €100
GeIMANY ..o €50
Note: Conversion Rates: €1=$1.

REDUCTION IN CLAIMS FOR GENERAL SHORTFALL

There is a shortfall in the funds held in the U.S. such that only %2 of the funds are available.
Convert each customer’s claim in each currency to U.S. Dollars:

Customer Claim Conversion rate Claim in US$
A $100 i 1.0
B ... €50 e 1.0
C ... €100 .o 1.0

Determine assets

available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign Ac(:jtlljglt(sjhsortlf_all Amount actu-
rate dollars action percent- ; ti ally available
age ereign action

$50 1.0 $50.00 $50

€100 1.0 100 100

€50 1.0 50 . $50

............... 200.00 | .o | e 200.00

Determine the percentage of shortfall that is not attributable to sovereign action: Shortfall
Percentage = (1—200/250) = (1-80%) = 20%.
Reduce each customer’s claim by the Shortfall Percentage:

Allocated short- Claim in U.S.
Customer Claim in US$ fall (non-sov- dollars after allo-

ereign) cated shortfall
A L. $100 $20.00 $80.00
B .. 50 10.00 40.00
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Allocated short- Claim in U.S.
Customer Claim in US$ fall (non-sov- dollars after allo-

ereign) cated shortfall
s 100 20.00 80.00
TOtal oo 250.00 50.00 200.00

REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION

There is no shortfall due to sovereign action. Accordingly, the customer claims will not be

further reduced.

CLAIMS AFTER REDUCTIONS

Customer

Claim in U.S. dollars after al-
located non-sovereign short-

Allocation of shortfall due to
sovereign action

Claim after all reductions

fall
A $80 i $80.00
B ... 40 40.00
C 80 i | e 80.00
Total ..o 200.00 ..o O e 200.00

Example 3. Shortfall in funds held outside the U.S., or in a currency other than U.S. dollars,
not due to sovereign action.

Customer Claim Location(s) customer has consented to having funds held
A $150 | U.S.
B €100 | UK.
C €50 | Germany
D .. $100 | U.S.
Do €100 | UK. or Germany

Location Actual asset balance

UL S, s $250
UK. .. €50
GEIMANY ..o €100

Note: Conversion Rates: €1=$1.

REDUCTION IN CLAIMS FOR GENERAL SHORTFALL
Convert each customer’s claim in each currency to U.S. Dollars:

Customer Claim Conversion rate Claim in US$
$150 $150
€100 100
€50 50
$100 100
D ... €100 i 1.0 e 100
............ 500.00

Determine assets available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A((:jtﬂ:ltghsoor\tlf_all Amount actu-
rate dollars action percent- erei ti ally available
age gn action
$250 1.0 $250 $250
€50 1.0 50 50
Germany . €100 1.0 100 100
Total oo | v | s 400.00 | .ovoveveiiinins 0 400.00

Determine the percentage of shortfall that is not attributable to sovereign action: Shortfall
Percentage = (1—400/500) = (1-80%) = 20%.
Reduce each customer’s claim by the shortfall percentage:
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Customer

Claim in US$

Allocated shortfall (non-sov-

Claim in U.S. dollars after al-

ereign) located shortfall
B150 o $30.00 120.00
100 20.00 . 80.00
50 10.00 40.00
200 s 40.00 . 160.00
.................................. 500.00 ....cccoeeeceeeenceieieieees | 100,00 <o | 400.00

REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION

There is no shortfall due to sovereign action. Accordingly, the claims will not be further

reduced.
CLAIMS AFTER REDUCTIONS
Claim in U.S. dollars after al- )
Customer located non-sovereign short- Allacation of shortfall due to Claim after all reductions

sovereign action

Total ...

fall
$120.00 .oviiccrn | s $120
80.00 oo 80
40.00 .... 40
160.00 .. 160
400.00 .. 400

Example 4. Shortfall in funds held outside the U.S., or in a currency other than U.S. dollars,

due to sovereign action.

Customer

Claim

Location(s) where customer has consented to have funds held

CoOW>

$50
€50
€50
$100.
€100

u.s.
UK.
Germany
u.s.

U.K. or Germany

Location

Actual asset balance

Germany

$150
100
100

Notice: Conversion Rates: €1 = $1; ¥1= $0.01, £1= $1.5.

REDUCTION IN CLAIMS FOR GENERAL SHORTFALL

Convert each customer’s claim in each currency to U.S. Dollars:

Customer

Claim

Conversion rate

Claim in US$

$50

€50

€50

$100

€100

$50
50
50
100
100

350.00

Determine assets

available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A((:jtg:ltghsoor\t/f_all Amount actu-
rate dollars action percent- erei ti ally available
age gn action
$150 1.0 $150 $150
€100 1.0 100 . 100
€100 1.0 100 50% 50 50
............... 350.00 | covviiriiiinins 50.00 300.00

Determine the percentage of shortfall that is not attributable to sovereign action: Shortfall
Percentage = (1—350/350) = (1—-100%) = 0%.
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Reduce each customer’s claim by the shortfall percentage:

Allocated short- Claim in U.S.
Customer Claim in US$ fall (non-sov- dollars after allo-

ereign) cated shortfall
2 NPT SO SO PTOPURUSTRRUPIOR $50 0 $50.00
B e n 50 0 50.00
(e} 50 0 50.00
D 200 0 200.00
TOMAl e 350.00 0.00 350.00

REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION
Due to sovereign action, only % of the funds in Germany are available.
Presumed location of funds
Customer
u.s. UK. Germany

$50

SRR $50
....... 100 100
....... 150.00 50.00 150.00

Calculation of the allocation of the shortfall due to sovereign action—Germany ($50 short-

fall to be allocated):

Actual shortfall

Customer Allocation share Allocation share of actual shortfall allocated
C e $50/$150 | 33.3% of $50 ... $16.67
D ... 100/$150 | 66.7% of $50 ... . 33.33
TOMAl i | e | s 50.00

CLAIMS AFTER REDUCTIONS:
Claim in U.S. Allocation of

dollars after allo- | shortfall due to | Claim after all re-

Customer cated non-sov- sovereign action ductions

ereign shortfall from Germany

A L. $50 $50
B .. 50 . 50
G e 50 $16.67 33.33
D bbb 200 33.33 166.67
TOMAD s 350.00 50.00 300.00

Example 5. Shortfall in funds held outside the U.S., or in a currency other than U.S. dollars,
due to sovereign action and a shortfall in funds held in the U.S.

Customer Claim Location(s) customer has consented to having funds held
A .. $100 | U.S.
B €50 | UK.
C €150 | Germany
D $100 | U.S.
D £300 | UK.
D.. €150 | U.K. or Germany

Location Actual asset balance

U S, ettt $100
UK e £300
UK. .. €200
GEIMANY ...t €150

Conversion Rates: €1=$1; £1=$1.5.
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REDUCTION IN CLAIMS FOR GENERAL SHORTFALL

Convert each customer’s claim in each currency to U.S. Dollars:

Customer Claim Conversion rate Claim in US$

A .. $100 1.0 $100
B .. €50 1.0 50
(o] €150 1.0 150
D $100 1.0 100
D s £300 15 450
D bbbt €150 1.0 150

TOA vttt | eeeneeiene ettt | ebeseenennnaea e neiens 1000.00

Determine assets available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A((:jtlljgltghgor}/fzall Amount actu-
rate dollars action percent- ; - ally available
age ereign action
$100 1.0 $100 $100
£300 15 450 450
€200 1.0 200 | coreiriniiees | e 200
€150 1.0 150 100% $150 0
Total oo | e | e 900.00 | ceovevriiiieiins 150.00 750.00

Determine the percentage of shortfall that is not attributable to sovereign action: Shortfall

Percentage = (1 — 900/ 1000) = (1 — 90%) = 10%.

Reduce each customer’s claim by the shortfall percentage:

Allocated short- Claim in U.S.
Customer Claim in US$ fall (non-sov- dollars after allo-
ereign) cated shortfall
A . $100 $10.00 $90.00
B .. 50 5.00 45.00
ettt 150 15.00 135.00
D ettt bt a b aeen 700 70.00 63.00
TOMAI e 1000.00 100.00 900.00
REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION
Due to sovereign action, none of the money in Germany is available.
Presumed location of funds
Customer
u.s. UK. Germany
A L. $100
B .. . $50
ettt . T $150
D et bt eneen 100 450 150
TOMAl e s 200.00 500.00 300.00

Calculation of the allocation of the shortfall due to sovereign action Germany ($150 short-

fall to be allocated):

Allocation Share

Actual shortfall

Customer Allocation share of actual shortfall allocated
G e $150/$300 50% of $150 $75
D bbbttt 150/$300 50% of $150 75
TOA vttt | eeeeneeien ettt | ceeteeneenniea e neiens 150.00
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CLAIMS AFTER REDUCTIONS

Claim in U.S.
dollars after allo-

Allocation of
shortfall due to

Claim after all re-

Customer cated non-sov- sovereign action ductions
ereign shortfall from Germany
Al ettt $90 | o $90
B s 45 | e 45
C 135 $75 60
D bbb 630 75 555
TOAI vttt 900.00 150.00 750.00

Example 6. Shortfall in funds held outside the U.S., or in a currency other than U.S. dollars,
due to sovereign action, shortfall in funds held outside the U.S., or in a currency other than
U.S. dollars, not due to sovereign action, and a shortfall in funds held in the U.S.

Customer Claim Location(s) customer has consented to having funds held
A .. $50 | U.S.
B €50 | UK.
(o] $20 | U.S.
[} €50 | Germany
D $100. | U.S.
D £300 | UK.
D €100 | U.K., Germany, or Japan
E $80 | U.S.
E .. ¥10,000 | Japan
Location Actual asset balance
....... $200
£200
€100
Germany €50
JAPAN e ¥10,000

Conversion Rates: £1 = $1; ¥1=$0.01, £1=$1.5.

REDUCTION IN CLAIMS FOR GENERAL SHORTFALL

Convert each customer s claim in each currency to U.S. Dollars:

Customer Claim Conversion rate Claim in US$

A bbbttt $50 1.0 $50
B .. €50 1.0 50
(o] $20 1.0 20
G et €50 1.0 50
D ettt en $100. 1.0 100
D €300 1.5 450
D £100 1.0 100
B s $80 1.0 80
B bbbttt ¥10,000 0.01 100

TOA vttt | eeeeneaen e | eretensennne et 1000.00

Determine assets available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A(gﬁgltghsoor\t/f_all Amount actu-
rate dollars action percent- ereign acti ally available
age g ion
us. . $200 1.0 $200 $200
U.K. £200 1.5 300 300
UK. . €100 1.0 100 . 100
Germany . €50 1.0 50 $50 0
Japan ¥10,000 .01 100 50% 50 50
Total o | e | s 750 | oo 100.00 650.00

Determine the percentage of shortfall that is not attributable to sovereign action:

Shortfall Percentage = (1-750/1000) = (1-75%) = 25%.

Reduce each customer’s claim by the shortfall percentage:
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Allocated short- Claim in U.S.
Customer Claim in U.S.$ fall (non-sov- dollars after allo-
ereign) cated shortfall
A bbb $50 $12.50 $37.50
B .. 50 12.50 37.50
G e 70 17.50 52.50
D s 650 162.50 487.50
E s 180 45.00 135.00
TOMAD e 1000.00 250.00 750.00

REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION

Due to sovereign action, none of the money in Germany and only % of the funds in Japan

are available.

Presumed location of funds
Customer
U.sS. U.K. Germany Japan

A B50 | oo | et | eeeeeeeiee s
B ot nesssesessnnnnennes | eonnneseisnnnnnnenene | 850 | e
(o] 20 $50
D 100 50
E 80 100

Total 250.00 500.00 100.00 150.00

Calculation of the allocation of the shortfall due to sovereign action—Germany ($50 short-

fall to be allocated):

Customer allocation Allocation share Allocation share of actual shortfall Actual shortfall
allocated
C s $50/$100 | 50% Of $50 ....covurumerrrereieiririereeeeeeienns $25
D ... 50/100 | 50% Of 50 ...oveueeeuirieirieeeieieieseee e 25
LIt LSOO OO OSSO U PO S SRRSO PRPPPON 50
Japan ($50 shortfall to be allocated):
: . Actual shortfall
Customer Allocation share Allocation share of actual shortfall allocated
D .. $50/$150 | 33.3% of $50 ... $16.67
E... 100/150 | 66.6% of 50 33.33
TOtAl oo | e | e 50.00
CLAIMS AFTER REDUCTIONS
Claim in US dol- Allocation of Allocation of
Customer lars after allo- shortfall due to shortfall due to | Claim after all re-
cated non-sov- soverign action sovereign action ductions
ereign shortfall from Germany from Japan
...... $37.50 37.50
37.50 | oo 37.50
52.50 $25 . 27.50
487.50 25 16.67 445.83
...... 135.00 | oo 33.33 101.67
TOtal oo 750.00 50.00 50.00 650.00

Example 7. Shortfall in funds held outside the U.S., or in a currency other than U.S. dollars,
due to sovereign action, where the FCM kept more funds than permitted in such location or

currency.
Customer Claim Location(s) customer has consented to having funds held
A .. $50 | U.S.
B 50 | U.S.
B €50 | UK.
C €50 | Germany.
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Customer Claim Location(s) customer has consented to having funds held
100. | U.S.
€100 | U.K. or Germany.
50 | U.S.
€50 | UK.
Location Actual asset balance
ULS e $250
UK. €50
GeIMANY ..ot €200

Conversion Rates: 1 = $1.

REDUCTION IN CLAIMS FOR GENERAL SHORTFALL

Convert each customer’s claim in each currency to U.S. Dollars:

Customer Claim Conversion rate Claim in US$

A e $50 1.0 $50
B .. 50 1.0 50
B .. €50 1.0 50
G e €50 1.0 50
D bbbttt €100. 1.0 100
D €100 1.0 100
E .. 50 1.0 50
E .. €50 1.0 50

TOTAI ettt siets | eetetaeieben ettt | cbeteeneettea et 500.00

Determine assets available for distribution to customers, converting to U.S. dollars:

Shortfall due
Location Assets Conversion Assets in U.S. | to sovereign A(;}Hgltgh:orgfall Amount actu-
rate dollars action percent- ereign action ally available
age 9
$250 1.0 $250 $250
- €50 1.0 50 50
Germany ......ccceeeerennne €200 1.0 200 0
Total e | e | e 500.00 | .o 200 300.00
Determine the percentage of shortfall that is not attributable to sovereign
Shortfall Percentage = (1-500/500) = (1-100%) = 0%.
Reduce each customer’s claim by the shortfall percentage:
Allocated short- Claim in U.S.
Customer Claim in US$ fall (non-sov- dollars after allo-
ereign) cated shortfall
........ $50 $0 $50.00
........ 100 0 100.00
....... 50 0 50.00
200 0 200.00
........ 100 0 100.00
TOtAl e 500.00 0.00 500.00
REDUCTION IN CLAIMS FOR SHORTFALL DUE TO SOVEREIGN ACTION
Due to sovereign action, none of the money in Germany is available.
Presumed location of funds
Customer
u.s. UK. Germany
A L. $50
B .. 50 50
[} 50
D 100 100
E e 50 50
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Customer

Presumed location of funds

u.s.

UK.

Germany

250.00

100.00

150.00

Calculation of the allocation of the shortfall due to sovereign action—Germany ($200 short-
fall to be allocated):

Allocation share

Allocation share of actual shortfall

Actual shortfall

allocated
C . $50/$150 | 33.3% Of $200 ......cevrrreircrciririeirieieeeceieens $66.67
D ... $100/$150 | 66.7% Of $200 ......cocvvcucieiiiririeiecceieiees $133.33
TOtal o $200.000

This would result in the claims of customers C and D being reduced below zero.
Accordingly, the claims of customer C and D will only be reduced to zero, or

$100 for D. This results in a Total Excess Shortfall of $50.

$50 for C and

Allocation of Allocation of
Actual shortfall shortfall for cus- | shortfall for cus- To;?]loi);gﬁss
tomer C tomer D
200 ...t $50 $100 $50

This shortfall will be divided among the remaining customers who have authorized funds
to be held outside the U.S. or in a currency other than U.S. dollars.

Total claims of
customers per-

Portion of claim

Allocation share
(column B-C/col-

Allocation share of ac-

Actual total ex-

Customer mitting funds to | required to be int | umn B Total—all | tual total excess short- | cess shortfall al-
be held outside the U.S customer claims fall located
the U.S. inU.S))
$100 $50 $50/$200 | 25% of $50 ........cccee.. $12.50
50 0 ] 0
200 100 $100/200 | 50% Of $50 .......cccvucvuene 25
100 50 50/100 | 25% of $50 ........cccvuuee 12.50
Total ...cccooveves 450.00 50.00

1 Claim already reduced to $0.

CLAIMS AFTER REDUCTIONS

Claim in U.S. Allocation of
Customer dollars after allo- | shortfall due to | Allocation of total | Claim after all re-
cated non-sov- sovereign action excess shortfall ductions
ereign shortfall Germany
A e $50 $50.00
B 100 12.50 87.50
C s 50 50 0
D e 200 100 25 75.00
E .. 100 12.50 87.50
500.00 150.00 50.00 300.00

[48 FR 8739, Mar. 1, 1983, as amended at 68 FR 5552, Feb. 4, 2003]

PARTS 191-199 [RESERVED]
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